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1. Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

A. My name is Michael D. Kelly and my current business address is 500 Grove Street, 
Haddon Heights, New Jersey 08035.

2. Q. BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

A. I am employed by New Jersey American Water Company, which is a subsidiary of 
American Water Works Company, Inc., as a Senior Financial Analyst.

3. Q. WHAT ARE YOUR RESPONSIBILITIES IN THIS POSITION?

A. My present duties consist of preparing and assisting in rate case applications 
for the companies comprising the Northeast Region of American Water Works Service 
Company (AWWSC). My responsibilities include the preparation of workpapers, 
exhibits, and prefiled testimony in support of rate applications in the five states 
for which the Northeast Region Service Company provides support. 
Massachusetts-American Water Company (hereinafter referred to as the "Company" or 
"MAWC") is one of the companies comprising the Northeast Region of AWWSC.

4. Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND?
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A. I received an Associate in Science Degree at Camden County Community College in 
1989, and am currently pursuing a Bachelor of Science Degree in Accounting at Rowan 
University.

5. Q. WHAT HAS BEEN YOUR BUSINESS EXPERIENCE?

A. I began my employment with American Water Works Service Company, Inc. in July 
1975 as a General Service Clerk. In January 1976, I was transferred to New 
Jersey-American Water Company where I held various clerical positions. In October 
1980, I was promoted to Office Supervisor responsible for many office accounting and
budgeting functions. In 1982, I was promoted to Budget Supervisor. In the spring of 
1986, I assumed the position of Director of Budgets and was assigned additional 
responsibilities for all divisions of New Jersey-American Water Company. I became a 
Financial Analyst in 1995 and was promoted to Financial Analyst - Intermediate in 
1997. In July 2000, I was promoted to Senior Financial Analyst.

6. Q. HAVE YOU PREVIOSULY PARTICIPATED IN REGULATORY MATTERS?

A. I have assisted in the preparation of responses to interrogatories for the most 
recent rate case in the State of New Jersey. 

7. Q. WHAT IS THE PURPOSE OF YOUR DIRECT TESTIMONY IN THIS CASE?

A. The purpose of my testimony is to support the development of salaries and wages, 
group insurance, pension expense, other post employment benefits, workers 
compensation insurance, and payroll taxes for the Company.

8. Q. PLEASE EXPLAIN EXHIBIT 2, SCHEDULE 3 ENTITLED "SALARIES & WAGES."

A. This exhibit sets forth the annual payroll charges to operation and maintenance 
for 30 full time and 4 part-time associates of the Company. Union pay rates are 
based on existing union contracts which expire on April 4, 2001 and July 31, 2003, 
respectively. Increases in effect through August 1, 2001 have been included for pro 
forma purposes. (Reference D.P.U. 95-118, pg. 92-3.) Non-union wages are based on 
actual pay rates at July 1, 2000 increased by 2.5% to arrive at pro forma wages at 
July 1, 2001.

With respect to adjustments to salaries and wages, the Company has adhered to the 
DTE standards regarding bargaining unit increases. The increases take effect before 
the midpoint of the twelve months following the rate order, is based on contracts, 
and is reasonable (2.5%). Non-union increases incorporate an express commitment by 
management to grant the increase (each July 1), a historical correlation between 
union and non-union increases (2.5% effective July 1, 2001), and that the amount is 
reasonable.

9. Q. PLEASE EXPLAIN EXHIBIT 2, SCHEDULE 4 ENTITLED "GROUP INSURANCE."

A. The components of this adjustment are the actual costs associated with MAWC's 
associates. There are currently two plans to choose from, however, all employees 
have selected the Managed Choice option. Pro forma cost levels include a 10% 
increase in health care costs effective January 1, 2000. One of the 30 employees has
elected not to be covered under the Company's health plan. 

10. Q. PLEASE EXPLAIN EXHIBIT 2, SCHEDULE 5 ENTITLED "OTHER POST EMPLOYMENT 
BENEFITS."
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A. The pro forma expense level reflects the costs and allocations established in the
American Water Works benefit plan. The amounts were reduced by the amount associated
with capitalized labor costs. (See workpaper tab 3)

11. Q. PLEASE EXPLAIN EXHIBIT 2, SCHEDULE 6 ENTITLED "PENSION EXPENSE."

A. This schedule reflects the actual 2000 cost to the Company for pension expense 
under FAS 87. In addition, the adjustment also reflects a five-year amortization of 
a settlement gain associated with the transfer of benefit responsibility from First 
Allmerica Financial Life Insurance Co. to First Union National Bank. Since the early
1950's, as associates have retired from the Company, they have received a 
certificate from Allmerica that guaranteed their benefits. Under the terms of the 
policy, AWW was required to maintain a restricted annuity reserve to support its 
"purchase" of annuities through the contract.

After a thorough review of its arrangement with Allmerica, the Company (AWW) decided
it would be best to stop "purchasing" annuities for new retirees. From now on 
benefits for new retirees will be paid from the assets of the plan held in trust by 
First Union National Bank. On August 25, 2000, the Company entered into a Release 
and Indemnity Agreement with Allmerica. Allmerica agreed to purchase all retirement 
benefits being provided under the agreement and to return $14.5 million from the 
restricted annuity reserve to the pension trust account at First Union. The 
adjustment on Ex. 2, Schedule 6 reflects one-fifth of the total allocated settlement
amount for Massachusetts-American ($174,635), resulting in an overall pension 
expense adjustment of ($3,775). 

12. Q. PLEASE DESCRIBE EXHIBIT 2, SCHEDULE 7 ENTITLED "WORKER'S 

COMPENSATION."

A. This Exhibit represents the Worker's Compensation costs attributable to the 
Company based on pro forma payroll costs. These payroll amounts have been used to 
apply the actual 2000 Worker's Compensation rates for office and field employees. 
Test year expense reflects an adjustment of ($28,472), booked in December 1999 to 
correct an over-recording of expense prior to that date. 

13. Q. PLEASE DESCRIBE EXHIBIT 2, SCHEDULE 25 ENTITLED "PAYROLL TAX."

A. Schedule 25 reflects tax expense on pro forma salaries and wages subject to FICA,
FUTA, and SUTA for the state of Massachusetts as per the 2000 rates for 

each tax (see workpaper).

14. Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

A. Yes it does.
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